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Lender Narrative — U.S. Department of Housing OMB Approval No. 2502-0605
Change of Ownership Review and Urban Development (exp. 03/31/2018)
Section 232 Office of Residential

Care Facilities

Public reporting burden for this collection of information is estimated to average 5.0 hour. This includes the time for collecting,
reviewing, and reporting the data. The information is being collected to obtain the supportive documentation that must be submitted
to HUD for approval, and is necessary to ensure that viable projects are developed and maintained. The Department will use this
information to determine if properties meet HUD requirements with respect to development, operation and/or asset management, as
well as ensuring the continued marketability of the properties. This agency may not collect this information, and you are not required
to complete this form unless it displays a currently valid OMB control number.

Warning: Any person who knowingly presents a false, fictitious, or fraudulent statement or claim in a matter within the jurisdiction of
the U.S. Department of Housing and Urban Development is subject to criminal penalties, civil liability, and administrative sanctions.

Privacy Act Notice: The Department of Housing and Urban Development, Federal Housing Administration, is authorized to collect
the information requested in this form by virtue of: The National Housing Act, 12 USC 1701 et seq. and the regulations at 24 CFR
5.212 and 24 CFR 200.6; and the Housing and Community Development Act of 1987, 42 USC 3543(a). The information requested
is mandatory to receive the mortgage insurance benefits to be derived from the National Housing Act Section 232 Healthcare
Facility Insurance Program. No confidentiality is assured.

INSTRUCTIONS:

The narrative is a document critical to the Change of Ownership Review transaction process
(formerly known as a transfer of physical assets or TPA transactions) that include, but are not
limited to, transactions demonstrating the following characteristics:

a. The sale and conveyance by deed of title to a property that has a mortgage insured or held by
HUD and necessitates a substitution of Borrowers.

b. The transfer/change of an entity having a controlling interest in a property that has a
mortgage insured or held by HUD.

c. Transactions with a change of Internal Revenue Services (IRS) Reporting Structure (e.g., a
Borrower converts from a limited partnership to a limited liability company, but all principals
remain the same and the Tax Identification Number (TIN) is not changing).

If a change of ownership entities/structure will be completed in conjunction with a Section 232
refinance under Section 223(a)(7) of the National Housing Act, do not use this form. The
required exhibits for processing the transaction are listed on the Section 223(a)(7) Firm
Application Checklist posted on the Section 232 Program website. A change to ownership
entities/structure is also possible prior to the final closing of an insured note for new FHA
mortgage insurance; however, please discuss with the ORCF Closer assigned. Depending on the
extent of the change, ORCF may choose to reprocess the application for mortgage insurance or
require submission of this Change of Ownership application.

If this transaction includes a change of Operator and/or Management Agent in conjunction with
the Change of Ownership Review application, those transactions may be combined with this
submission. Where applicable, please provide additional documentation for those transactions;
there is no need to complete separate applications for a change of Operator and/or Management
Agent. However, if the subject transaction is for a Change of Operator and/or Change of
Management Agent and does not involve a Change of Ownership transaction as described
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above, do not use this form. For further description of these requirements, please refer to
Chapters 7 and 8 of the Section 232 Handbook 4232.1, Section III Asset Management.

The corresponding Change of Ownership Review Checklist provides instructions that
determine the level of review required to approve the transaction. Your response to a few
questions will generate a Transaction Determinant Code (e.g., @ ® © @ ©) that identifies the
documents required for submission with this application. This Transaction Determinant Code
also identifies the sections of this Lender Narrative that must also be completed. Each of these
sections of the narrative and all of the questions in these sections marked with the corresponding
Transaction Determinant Code must be completed and answered. If the lender disagrees and
modifies any third-party report conclusions, sufficient detail to justify the change must be
provided. This narrative is to identify the strengths and weaknesses of the transactions and
demonstrate how the weaknesses are mitigated.

¢ Charts: The charts contained in this document have been created with versatility in mind;
however, they will not be able to accommodate all situations. For this reason, you are
allowed to alter the charts as the situation demands. Be sure to state how you have altered
the charts along with your justification. Include all the information the form calls for. Charts
that include blue text indicate names that should be modified by the lender as the situation
dictates.

¢ Applicability: If a section is not applicable, state so in that section and provide a reason. Do
not delete a section heading that is not applicable. The narrative will be checked to make
certain all sections are provided. If a major section is not applicable, add “— Not Applicable”
to the heading and provide the reason. For instance:

Parent of the Operator — Not Applicable

This section is not applicable because there is no operator.

The rest of the subsections under the inapplicable section can then be deleted. This
instruction page may also be deleted.

e Format: In addition to submitting the PDF version of the Lender Narrative to HUD, please
also submit an electronic Word version.

Instead of pasting large portions of text from third-party reports into the narrative, it is preferred
that the lender simply reference the page number and the report. The focus of this document is
for lender conclusions, analyses, and summaries.

Italicized text found between these characters <<EXAMPLE>> is instructional in nature, and
may be deleted from the lender’s final version. Please use the gray shaded areas (e.g., ) for
your response. Double click on a check box and then change the default value to mark selection

(e.g., X)).
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Executive Summary O &

FHA Number:
Project Name:
Project Address:
City / State / Zip:
County:

Lender Name:
Part of a small, medium, | |Yes | |No  Ifyes, describe:
or large portfolio:

Licensed Operating Licensed Operating
Type of
facility: D Skilled Nursing (SNF): beds units
D Assisted Living (AL): beds units
D Memory Care (AL): beds units
D Board & Care (B&C): beds units
D Independent Living
(IL): beds units
Total: beds units
Borrower: <<Legal Name>>
Operator: <<Legal Name>> || Operating lease
Parent of Operator: <<Legal Name>>
Does the operating lease cover multiple properties or tenants (is it a master lease)? " | Yes D No
Management Agent: <<Legal Name>>
License held by: <<Legal Name>>
Resident contracts
with: <<Entity with whom residents contract for services>>
CMS Provider
Number:

Section 38 of the Regulatory Agreement shall apply to the following individuals and/or entities:
<<list name(s) here>>

Portfolios

Program Guidance: Handbook 4232.1, Section II Production, Chapter 17
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It is the Lender’s responsibility to read the handbook chapter and provide HUD with full
disclosure of all other HUD-insured projects of the borrower and operator utilizing Forms HUD-
90013-ORCEF, Consolidated Certifications - Borrower and HUD-90014-ORCF Consolidated
Certifications — Operator.

Key Questions
Yes No

1. Is the subject project part of a small, medium, or large portfolio? (If yes,
SPECITY TYPR.) eerieiieierieeie ettt sttt be et s neea [ ] [ ]
|| Small (2 or more projects, up to $90 million)
|| Medium ($90 million to $250 million)
|| Large (> $250 million)
2. Do any of the principals of the borrower own any other projects insured or
HEld DY HUD?.......coeveeureeneeeseeessesesseessseesssssssesssssssssssesssssssssssssssssssessnncs [ ] [ ]

3. Do any of the principals of the borrower plan to submit an application for
mortgage insurance or another Change of Ownership application to HUD in
the next 18 MONTNS? ........ooiviiiiiiieiee et e e e [ ] [ ]

4. Have any of the principals of the borrower submitted an application for
mortgage insurance or another Change of Ownership application to HUD in
the past 18 MONNS? .....ccceiiiiriiiiieeieeeeeee et [ ] [ ]

<< For Medium and Large Portfolios (>$90 Million) provide name/number of portfolio and
date Corporate Credit Review approval was granted by ORCF.

Provide listing of projects, for the borrower and/or operator, that have been insured by HUD in
the past 18 months, that are currently in application processing, or projects that the borrower
and/or operator plans to submit for mortgage insurance in the next 18 months.>>

Transaction Overview

Key Questions
Yes
1. Is state regulatory approval needed for license transfer? ...........cccccceeveeerunenn. [ ]
2. Will there be a change in operations that departs from the historical number
of potential resident days? .........ccocceeviiriieiiiiniieeteeeee e [ ]
3. Will the facility participate in the state’s Upper Payment Limit (UPL)

Program? (If you answer “yes,” you must provide a summary of the Upper
Payment Limit (UPL) transaction in the following section.).............cccccccce......

L LE

<<For each “yes” answer above, provide a narrative discussion regarding the topic. As
applicable, discuss the issue and its effect on the transaction. Describe any potential risks and
the mitigants. For waivers, identify specific provisions to be waived and justification for the
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waiver.>>

Upper Payment Limit (UPL) Transaction Summary (if applicable)

<<The state will require preliminary approval from HUD in order for the subject to participate
in their UPL program. To obtain HUD approval, please provide the following:>>

Background
<<Provide narrative to explain how the state’s UPL program works and why the subject facility

wants to participate in the program. Provide draft copies of any documents required by the state
to participate in the UPL program as an attachment to this document (Exhibit A).>>

Proposed Structure

<<Provide narrative discussion and organization charts to describe the current and proposed
organizational structure of the subject. Be sure to discuss the effect the proposed structure will
have on any existing master lease, if applicable. Also, if applicable, discuss the effect of the
proposed structure on any accounts receivable financing and what, if any, changes are needed to
accommodate the new operator’s receipt of Medicare and Medicaid receivables.

Provide a Cash Flow Chart describing the current and proposed location of the Deposit Account
Control Agreement (DACA) and Deposit Account Instructions and Services Agreement
(DAISA).>>

Material Provisions

<<Provide a narrative discussion of provisions in proposed sublease (e.g., “Under XXX state
law, the hospital districts must file change of ownership applications for licensure and Medicaid
at least XX days before the sublease becomes effective....”) and management agreement (e.g.,
“The new management agreement will require the current licensee to provide management
services necessary to operate the facility.... The hospital district will pay the current licensee (as
manager) a base management fee and incentive payments that are equal to XXX% of the net
revenue of the facility plus XX% of the supplemental payments that the hospital district receives
under the UPL Program....”). Attach copies of sublease and management agreement as Exhibits
B and C, respectively.>>

Conclusion

<<Provide narrative discussion regarding how the proposed transaction will be of benefit to the
project. Complete income analysis in the table provided that compares financial operations with
and without UPL participation.>>
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Income Analysis

Trailing 12 mos.
without UPL
participation*
<<TTM thru Forecast with UPL

Month-Year>> participation
Effective Gross Income (EGI) $ $
Expenses $ $
Replacement Reserves $ $
Net Operating Income (NOI) $ $

Date UPL participation to begin (month, year):

*Use trailing 12-month (TTM) figures in this column. The TTM data is preferred; however, if
TTM is not available, year-to-date annualized figures may be used (please indicate this in the
heading).

237

238 Certification

239  <The borrower must certify that a change in operator will not occur until HUD has given its
240 preliminary approval for the change. Additionally, if at any time the state determines that it will
241 not fund the UPL Program, the borrower will immediately notify their lender and HUD.

242

243 Program Eligibility © &

244
245 Key Questions
Yes No

1. Has the proposed borrower, operator, or any of their affiliates renamed or
reformulated companies, or filed for or emerged from bankruptcy within the

JASE 5 YRATS? .evieeiiieeiieeeiieeetee et e et e et e e te e ettt eesaae e e aa e e s aaeeeaaeeesbaeeebaeeennnnes [ ] [ ]

2. Is the proposed borrower, operator, or any of their affiliates renamed or
reformulated companies, currently in bankruptcy? .........cccccceevvvieinriiieennneenn. ] ]
246
247 <<lIfyou answered “yes” to any of the questions above, this application will not be approved
248 under this program. >>
249

250 Licensing

251

252  <<Provide dffirmative statement along the lines of: “The facility is currently licensed by the
253  State of {State}’s Department of Health and Welfare as a {Type of Facility} for {X} beds. The
254  license is issued to { Name of Entity on License}, effective {date}, through {date}. The license
255  covers {number of beds}. An application to transfer the license to { Name of New Entity} was
256 filed on {Date}.”>>

257
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258

259
260

261
262

263
264
265
266

267

268
269
270
271
272
273
274
275
276
277
278
279
280

Identities-of-Interest © &

Program Guidance: Handbook 4232.1, Section I, Introduction, Chapter 1.6.

Key Questions

Yes No

1. Have you, as the lender, identified any identities of interest on your

COTEIICALIONT . ..cciveeeieeceee e ettt e e e e e e e etae e e e e eanraeeeeeeannaeaeens [ ] [ ]
2. Does the borrower’s certification indicate any identities of interest? ............. [ ] [ ]
3. Do any of the certifications provided by principals of the borrower identify

any identities Of INTETEST? .......ccceevvierrieerieriieerierieerteste et esteeieeessbeeessaaeeesnes D D
4. Does the operator’s certification (if applicable) indicate any identities of

1S ] D N/A D D
5. Does the management agent’s certification (if applicable) indicate any

identities Of INLETESE? ......ccccviieeeiirieeeeereee e e e e e e e e e e e e D N/A D D
6. Does the lender know, or have any reason to believe, that any of the

assertions in the other Consolidated Certifications submitted herewith, are

inaccurate or iNCOMPIETE? ......ccceevieriiieriieeitenieeree et e st e esie e s et e e sareeesaaeees D D

<<For each “yes” answer above, provide a narrative discussion regarding the topic. As
applicable, describe the risk and how it will be mitigated. For example: The borrower and
operator are related parties — John Doe has ownership in both entities. No other identities of
interest are disclosed. >>

Title ©©

For a Change of Ownership transaction, HUD requires either an endorsement to the existing
lender’s policy or a new lender’s policy.

If an endorsement is proposed, it must show that the new borrower owns the property and has
assumed liability under the Loan Documents. The endorsement must also show that there has
not been a change in the priority of the Loan Documents. It must also confirm that no new
exceptions have been recorded since the insured closing. If there are new exceptions to the
policy shown on the endorsement, these must be provided (along with an explanation and/or
confirmation of previous HUD approval).

If a new Lender’s policy is provided, it must confirm to the current standards HUD requires for
insured closings.
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281 Title Search

Date of Search:

Firm:
File Number:
282
283 Key Questions
Yes No
1. Is the title currently vested in an entity or individual other than the current
DOITOWET?..c...cctreeee ettt ettt eeetre e ee e e eee e e eeeaaaeeeeeaseeeeesnaeeeessssnseeeeeeeeeeenans [ ] [ ]
2. Does the report indicate that delinquent real estate taxes are owed? .............. [ ] [ ]
3. Does the report indicate any outstanding special assessments? ...................... [ ] [ ]
Does the report identify any outstanding debt that is not disclosed on the
borrower’s listing of outstanding obligations? ............ccccceeviveeeiviveeenieeennnenn. [ ] [ ]
5. Are there or will there be any Use and Maintenance Agreements associated
with this facility not previously approved by HUD? ........ccccoeviiviiniiieennnnn. ] ]

284

285 <<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
286 and how it will be mitigated. >>

287

288 Pro Forma Policy

Date/Time:
Firm:

Policy Number:

289
290 Key Questions

Yes No

1. Is the title vested in an entity or individual other than the new borrower?....... [ ] [ ]
2. Are there any covenants, encumbrances, liens, restrictions, or other

exceptions included in the endorsement or indicated on Schedule B-1 not

previously approved by HUD? ......cocoiiiiiiiniiiiiiiiieeceecieee e ] ]
3. Are there any use or affordability restrictions remaining in effect on the

property not previously approved by HUD? .......cccccoceiiivinniininninienieenee. ] ]
4. Are there any easements or rights-of-way not previously approved by

HUD? ettt eee et et eesees e ea e et s e easeaeseeaeseeseeaseasaseaenenseessasanes [ ] [ ]
5. Are there any endorsements included aside from the standard HUD

TEQUITEITIEIIE? ...eeiiiiiiieeeeiireeeenireeeeeeitteeeeirteeeeerreeesesnraeeessarareeeeeeeeesesssasnnnnnnnns D D
6. Are there any new subordination agreements, encroachments or similar

issues that require HUD’S approval? .........ccccoecvieeriieenniieenniieenniieeeesenineee e ] ]
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291
292
293
294
295
296

297
298

299
300

301
302
303
304

Yes No

7. Are there any other new matters requiring special consideration, agreements,
or conditions that require HUD’S attention? ...........cccecceerverrieervenseeesceesenvneens [ ] [ ]

8. Are there any new easements, rights-of-way, encroachments, etc., identified
on Schedules B-1 and B-2 (or included on the endorsement) that, in the
lender’s opinion, affect value or the marketability of the project or that
involve environmental factorS? .........ccccecevveeeirieeeiieeeceee et [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion regarding the topic. Example:
Additional Endorsements: As described in the Risk Factors section of the narrative, the XXXX
does not conform to the past or current zoning requirements. The lender recommends...>>

New Borrower Entity (Purchaser) ©

Name:

State of Organization:

Date Formed:

Termination Date:
FYE Date:

Key Questions

Yes No

1. TIs the proposed single-asset borrower entity registered outside of the United

States and/or in a state other than where their corporate office is located?...... [ ] [ ]
2. Does the proposed single-asset borrower entity fail to have at least one

principal with operational decision-making authority who is a United States

(L1421 PSP D D
3. Does the new borrower currently own any other assets/properties or

participate in any other businesSeSs?.........cccvveeeciieiriiieeiiiecciee e [ ] [ ]

Is or has the new borrower been delinquent on any federal debt? .................. [ ] [ ]
5. Is or has the new borrower been a defendant in any suit or legal action? ...... [ ] [ ]
6. Has the new borrower ever filed for bankruptcy or made compromised

settlements With CreditorS? ...........oooovviiieiiiiicieiee e [ ] [ ]
7. Are there judgments recorded against the new borrower? .........c.cccceceveuvenneen. ] ]
8. Are there any unsatisfied tax IeNS? ........ccccecveriiriiiiiienieeienieeeee e [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.>>
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305

306

307
308
309

310

311
312
313
314

315

316
317
318
319
320
321

322
323
324
325

326

327
328

Program Guidance: Handbook 4232.1, Section II Production, Chapter 6.1.D, Foreign National
and Corporate Entity Participation

Organization

<<Provide organization chart and narrative, as applicable. At a minimum, all principals of the
borrower should be identified.>>

Experience/Qualifications

<<Provide narrative description of new borrower’s experience and qualifications. For
example: “The borrower entity is a single-asset entity that was established in {date} to develop
and own the subject project.”>>

Credit History

Report Date: <<within 60 days of submission>>

Reporting Firm:

Score:

<<Provide an explanation of the credit score in terms of risk level (i.e., low, medium, or high).
Also, if the score is evaluated numerically, explain what value the credit agency places on the
score.>>

Key Questions
Yes No

1. Does the credit report identify any material derogatory information not
Previously diSCUSSEA?......cccviiiiiiiriieiiiieieiee ettt e e ste e e saeessaeesane ] ]

2. Does the lender have any concerns related to their review of the credit

TEPOTE? ooeieiiiieee ittt e et e e ettt e s ettt e e eeab e e e s eenbaeeesesnraeeseensbeeesesnraneaeeeeeeeesssnanns ] ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.>>

Financial Statements
The application includes the following financial statements for the new borrower:

Year-to-date: <<dates for start and end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>
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329
330

331
332
333
334
335
336
337
338
339
340
341
342
343
344
345
346
347
348
349
350

351

352
353
354

Key Questions
Yes

Z
o

1. Are less than 3-years of historical financial data available for the new
[070) § 0 )/ o SRR [ ]

2. Are the financial statements missing any required information or schedules? | |

3. Do the financial statements provided include financial data from assets or
liabilities not related to owning and operating the subject facility? ............... [ ]

4. Do any of the financial statements indicate a loss prior to depreciation and
E:10010) y 12210 10) 1 ¥ SRt D

5. Do the Aging of Accounts Payable schedules show any material accounts
payables (amounts in excess of 5% of effective gross income) over 90 days? | |

6. Do the Aging of Accounts Receivable schedules show any material accounts

I N

receivables (amounts in excess of 2% of gross income) over 120 days? ....... [ ]
7. Are there any issues or discrepancies related to tenant deposit accounts (e.g.,
not fully funded)? (Generally, not applicable for SNF.) .................... N ]
8. Did your review and analysis of the financial statements indicate any other
material concerns or weaknesses that need to be addressed? ......................... [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. Example: Tenant Security Deposits: The tenant security deposits
do not appear to be fully funded. At closing, however, the borrower will not be the operator and
the tenant deposit obligation will fall to the new operator. Therefore, the lender has included a
commitment condition requiring the new operator to set up project accounts by closing and to
provide an acceptable, certified Balance Sheet showing that the tenant security deposits are fully
funded.

Owner-operated projects with material accounts receivables over 120 days that do not intend to
have Accounts Receivable Financing should address the project State’s recent trends in length of
time until reimbursement is made. The Lender should address the project’s ability to handle
delayed payments (e.g., access to sources of liquidity in an amount comparable to material
accounts receivable over 120 days.) >>

General Overview

<<Provide Narrative and analysis of financial statements as appropriate. In addition to the Key
Questions above, working capital should be discussed along with the general financial stability
and position of the entity. >>

Conclusion

<<Provide narrative discussion of the lender’s conclusion and recommendation. For example:
“The new borrower entity has demonstrated an acceptable financial and credit history. The
borrower has the experience to continue to successfully own this facility. The lender
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355
356
357

358
359

360
361

362
363
364

365
366
367
368

369

370
371

372
373
374

recommends this borrower for approval as an acceptable participant in this transaction.”>>

I;riencipal of the New Borrower — <<Enter Principal Name>>

<<Provide this section for each principal of the new borrower.>>

Program Guidance: Handbook 4232.1, Section II Production, Chapter 6.1.E. .

Key Questions
Yes No

1. Is any principal of the new borrower with operational decision-making
authority not a United States CItiZeN? ........ccccervuerervierrieneenenireenreeereeeseeeeee ]

2. Is or has the principal of the new borrower been delinquent on any federal

QEDE? oottt ettt ettt ee et ee et et eeeaeeeneaene [ ]

3. Is or has the principal of the new borrower been a defendant in any suit or

1egal ACHION? ....oiiiieiieieeeee ettt s ]
4. Has the principal of the new borrower ever filed for bankruptcy or made

compromised settlements with creditors? ........c.ccccoeveevriieiniieenrieenriee e ]
5. Are there judgments recorded against the principal of the new borrower? .... | |

6. Are there any unsatisfied tax liens against the principal of the new
DOITOWET? ettt ettt eeree e e e e tae e e e e aareeeeeeasaee e e snnsssssaaaeaeeeas [ ]

7. Are any of the principals of the new borrower, principals of any other HUD-
insured projects or principals of a project(s) applying for HUD insurance
within the next 18 MOnthS? .........ccoviiiiiiiiiieeecee e D D

I .

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. >>

Organization (not applicable to individuals)
<<If the principal is an entity, provide the following information:>>

State of Organization:

Date Formed:

Termination Date:

<<Provide organization chart and narrative, as applicable.>>
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375

376
377
378
379
380

381

382
383
384
385
386

387
388

389
390
391
392

393

394
395

396

Experience/Qualifications

<<Provide narrative description of principal’s experience and qualifications. Discussion
should highlight direct experience and involvement in other HUD transactions. This section
should clearly demonstrate that the new borrower has sufficient expertise to successfully own the
facility. >>

Credit History

Report Date: <<within 60 days of submission>>

Reporting Firm:

Score:

<<Provide an explanation of the credit score in terms of risk level (i.e., low, medium, or high).
Also, if the score is evaluated numerically, explain what value the credit agency places on the
score. >>

Program Guidance: Handbook 4232.1, Section II, Production, Chapter 6.1.F, The Credit
Investigation

Key Questions
Yes No

1. Does the credit report identify any material derogatory information not
Previously diSCUSSEA? .......coviiiiiiiiiiiieee et [ ] [ ]

2. Does the lender have any concerns related to their review of the credit

1S 10) y I ST PP PUUPPPPPPPPIN D D

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.>>

Other Business Concerns/232 Applications

Key Questions

Yes

1. Does the Principal identify any other business concerns? ..........ccccccceeeeueeennns ]
a. Do any of the other business concerns have pending judgments; legal

actions or suits; or, bankruptcy claims? .......ccccocceeriiiiiiinniennnnen. A [

b. Do the credit reports on the 10% sampling of the other business concerns
indicate any material derogatory information? ............ccccceeuuee.. CINnA |

2. Does the Principal identify any other Section 232 or Section 232/223(f)

loans on the Consolidated Certification — Principal of Borrower (form HUD-
90014-ORCF) and Attachment 2 thereof? .........ccccoceevieviieeiiencieneesieeeeeeenn ]

1 0O O #
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397 <<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
398 and how it will be mitigated. Example: Other Business Concerns: XXXXX identified XX other
399 business concerns in addition to the borrower and the newly formed operator discussed in this
400 narrative. The lender reviewed Dunn and Bradstreet credit reports for XX Other Business

401 Concerns identified by XXXX. { Discuss each report}. No reports indicated derogatory

402 information that would prohibit XXXXX participation in this loan transaction.

403

404  Example: Other Section 232 Applications: XXXXX identified XX other Section 232 loan

405 application — {projects}. The applications were submitted XXX and closed in XXX. As this is
406 only XXXXX’s Xth HUD-insured healthcare loan, no additional reviews are required>>

407

408 Credit Reports for Other Business Concerns:

409 <<Provide narrative discussion on other business concerns. For example, “XXX identified XX
410 other business concerns. The lender reviewed Dunn and Bradstreet credit reports for XX other
411 business concerns identified by XXXX. { Discuss each report.} No reports indicated derogatory
412 information that would prohibit XXXXX from participation in this Change of Ownership

413 transaction.>>

414

Name of Entity Report Type Report Date Comments
(Commercial, etc.) (i.e., any derogatory information, etc.)

415

416 Conclusion

417 <<Provide narrative discussion of lender’s conclusion and recommendation. For example,
418 “XXXXX has demonstrated an acceptable credit history and sufficient experience owning and
419 operating this and other facilities. The lender recommends this principal as an acceptable
420 participant in this transaction.”>>

421

422 New Operator (if applicable) @

423
Name:
State of Organization:
Date Formed:
Termination Date:
FYE Date:

424
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425

426
427
428
429

430

431
432

433

434
435
436
437
438

439

440
441
442
443
444

Key Questions

Yes No
1. Does the new operator currently own/operate any assets other than the
subject property or participate in any other businesses? ..........cccccceceeeveeennnenn. [ ] [ ]
2. Does the new operator have shared expenses with other facilities? ............... [ ] [ ]
3. Will the new operator contract out nursing services other than temporary
staffing through an agency and/or contracting for ancillary services (e.g.,
therapies, pharmaceuticals)? ........ccccceeeiieeriiieeniie e e [ ] [ ]
Has the new operator been delinquent on any federal debt? ............cc.c....... [ ] [ ]
5. Is or has the new operator been a defendant in any suit or legal action? ........ [ ] [ ]
6. Has the new operator ever filed for bankruptcy or made compromised
settlements With CreditorS? ...........oooovvviiiiiiiiiciecee e [ ] [ ]
7. Are there judgments recorded against the new operator? ..........cccecceeevveernnenn. ] ]
8. Are there any unsatisfied tax IeNS? ......c.cccoecveviiriieiiieniieerieniee e [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. >>

Organization
<<Provide organization chart and narrative, as applicable. >>

Experience/Qualifications

<<Provide narrative description of new operator’s experience and qualifications. Discussion
should highlight direct experience and involvement in other HUD transactions, if any. This
section should clearly demonstrate that the new operator has the expertise to successfully
operate the facility.>>

Credit History

Report Date: <<within 60 days of submission>>

Reporting Firm:

Score:

<<Provide an explanation of the credit score in terms of risk level (i.e., low, medium, or high).
Also, if the score is evaluated numerically, explain what value the credit agency places on the
score.>>
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445

446
447
448
449

450

451
452

453
454

455
456
457
458

Key Questions

1. Does the credit report identify any material derogatory information not
Previously diSCUSSEA? ......c..eeeviieeiiieieiieeeiee et see e sere e e aee e saee e saeeeens [ ] [ ]

2. Does the lender have any concerns related to their review of the credit

TEPOTE? oeeeeeeiieeeeeetteeeeeitteeeesnteeeessarteeeesareeeessnsaeeesasraeesesnsseeesssnsaneaaaeeeeeesssnnnnnn D D

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.>>

Financial Statements
The application includes the following financial statements for the new operator.

Year-to-date: <<dates for start and end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>

Key Questions
Yes

2
o

1. Are less than 3-years of historical financial data available for the new
(0] 0]5] =1 (0] o PO S U PSP P PP PP PP PPPPPUPPPPTRRRRIIN

2. Are the financial statements missing any required information or schedules?
3. Do the financial statements indicate a loss prior to depreciation?....................

Do the Aging of Accounts Payable schedules show any material accounts
payables (amounts in excess of 5% of effective gross income) over 90 days?

] DI
] DI

5. Do the Aging of Accounts Receivable schedules show any material accounts

receivables (amounts in excess of 2% of gross income) over 120 days?

(Note: Projects with material accounts receivables over 120 days that do not intend to have
Accounts Receivable Financing should address the recent trends in length of time until
reimbursement is made in the project’s state. The Lender should address these projects’
ability to handle delayed payments (e.g., access to sources of liquidity in an amount
comparable to material accounts receivable over 120 days.) ......ccccceeeveuienieniinienienennennen

6. Are there any issues or discrepancies related to tenant deposit accounts (e.g.,
NOot fully funded)? .......cooueeeiieieeeee e

7. Did your review and analysis of the financial statements indicate any other
material concerns or weaknesses that need to be addressed? ..............cc.........

0 O O
0 O O

8. Within the last 3 fiscal years, are there any negative or declining NOIs? ......

<<If you answer “yes” to any of the above questions, please identify each risk factor and how it
is mitigated below. The Accounts Payable and Accounts Receivable analysis provides
information regarding an entity’s collection and payment practices, policies, and potential risks
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459
460
461
462
463
464
465
466
467
468
469
470
471
472
473
474
475
476
477
478
479
480
481
482
483

484

485
486

487
488
489
490
491

492

493
494
495
496
497
498
499

to the new project. Discuss your analysis of these issues and how the lender determined they are
an acceptable risk.

Example:_No Financial Statements: The new operator is a newly formed entity and does not
have a financial history to report. At this time, the operation of the subject facility will be the
new entity’s sole purpose, so there is no need to review financial data from other facilities or
sources.

Example: Tenant Security Deposits: The tenant security deposits do not appear to be fully
funded. At closing, however, the borrower will not be the new operator and the tenant deposit
obligation will fall to the new operator; therefore, the lender has included an approval condition
requiring the new operator to set up project accounts by closing and to provide an acceptable,
certified Balance Sheet showing that the tenant security deposits are fully funded.>>

Projects with material accounts receivables over 120 days that do not intend to have Accounts
Receivable Financing should address the project State’s recent trends in length of time until
reimbursement is made. The Lender should address these projects’ ability to handle delayed
payments, e.g. access to sources of liquidity in an amount comparable to material accounts
receivable over 120 days.)>>

General Overview

<<Provide narrative and analysis of financial statements as appropriate. In addition to the Key
Questions above, working capital should be discussed along with the general financial stability
and strength of the entity. >>

Net Income Analysis
Net Income*

In total $
20XX 20XX 20XX YTD
(Indicate time frame)
$ $ $

*before depreciation, amortization, and any other non-cash expense

<<Provide an explanation of any Net Losses or declining Net Incomes for the year-to-date and
last 3 fiscal years, as applicable.>>

Conclusion

<<Provide narrative discussion of lender’s conclusion and recommendation. For example:
“The new operator entity has demonstrated an acceptable financial and credit history as
discussed in our analysis of their financial statements and credit history above. The new
operator has the experience to continue to successfully operate this facility. The lender
recommends this new operator for approval as an acceptable participant in this transaction.”>>
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500

501
502
503
504
505
506
507

508
509

510
511
512
513
514

515

516
517

518

519
520
521
522

Parent of the New Operator (if applicable) @

<<Provide this section for the parent organization of the new operator. This section is not
applicable to individuals who are principals unless you are depending on the person or persons
for approval of the new operator (e.g., newly formed entity). In that instance (individuals),
follow the principal of the new borrower template and modify it appropriately for an
operator.>>

Name:

State of organization:

Date formed:

Termination date:

Key Questions

Yes No
1. Is the parent of the new operator rated by S&P or another rating agency? .... | | [ ]
Is or has the parent of the new operator been delinquent on any federal debt? | | [ ]
3. Is or has the parent of the new operator been a defendant in any suit or legal
T 1 0] 1 SR D D
4. Has the parent of the new operator ever filed for bankruptcy or made
compromised settlements with creditors? ..........ccceceeveercierieeniienieeniee e [ ] [ ]
5. Are there judgments recorded against the parent of the new operator? .......... [ ] ]
6. Are there any unsatisfied tax lHens? .......c.cceccevviiriieriieniieniiiiecee e [ ] [ ]
7. Does the parent of the new operator have other HUD properties that will be
master leased separately from the subject project? .........cccccecceeeveervieereeecnnnenn. [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. Example: S&P Rating: The entity is rated X by S&P. The rating
agency indicates the outlook for the company is X.>>

Organization
<<Provide organization chart and narrative, as applicable.>>

Experience/Qualifications

<<Provide narrative description of experience and qualifications. Discussion should highlight
direct experience and involvement in other HUD transactions. This section should clearly
demonstrate the expertise to successfully operate the facility. >>
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523 Credit History

Report date: <<within 60 days of submission>>

Reporting firm:

Score:

524
525 <<Provide an explanation of the credit score in terms of risk level (i.e., low, medium, or high).
526 Also, if the score is evaluated numerically, explain what value the credit agency places on the
527 score. >>
528
529 Key Questions

Yes No

1. Does the credit report identify any material derogatory information not
Previously diSCUSSEA? .....c.eoviiriiiiriiiiieeieetee ettt ] ]

2. Does the lender have any concerns related to their review of the credit

TEPOTE? ceiieiitieeeeiteeeeeittee e ettt eeesaraeesssasteeeessbaeeessarsaeesassaeessssssaaesesssssssnsnsssnnns D D
530

531 <<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
532 and how it will be mitigated.> >
533

534 Other Business Concerns/232 Applications

535
536 Key Questions

Yes No
1. Does the parent identify any other business concerns? ...........c.cccecevveeecvveeenns [ ] [ ]
a. Do any of the other business concerns have pending judgments; legal
actions or suits; or, bankruptcy claims? ........ccccecveerrcieenniieeennnnn. L INnA ] [ ]
b. Do the credit reports on the 10% sampling of the other business concerns
indicate any material derogatory information? .............cccceeune... INnA | [ ]
2. Does the parent identify any other Section 232 or Section 232/223(f) loans
on their consolidated certification and Attachment 2 thereof? ....................... [ ] [ ]

537

538 <<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
539 and how it will be mitigated. Example: Other Business Concerns: XXXXX identified XX other
540 business concerns in addition to the borrower and the newly formed operator discussed in this
541 narrative. The lender reviewed Dunn and Bradstreet credit reports for XX Other Business

542  Concerns identified by XXXX. {Discuss each report}. No reports indicated derogatory

543 information that would prohibit XXXXX participation in this loan transaction.

544

545 Example: Other Section 232 Applications: XXXXX identified XX other Section 232 loan

546 application — {projects}. The applications were submitted XXX and closed in XXX. As this is
547 only XXXXX’s Xth HUD-insured healthcare loan, no additional reviews are required.> >

548
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550
551

552
553
554
555
556
557
558
559
560

561

562

563
564

565

Other Facilities Owned, Operated or Managed

Key Questions

Yes No
1. Does the parent of the new operator own, operate, or manage any other
FACIIIEIES? wveieeeeeceiee ettt et et e et e e ete e e ete e e eabeeeeareeeeeenanraeens [ ]
a. Do any of the other facilities have pending judgments; legal actions or
suits; or, bankruptcy claims? ........cccccevviiriieniieenieneeeee e INna ]

b. Do any of the other facilities have any open professional liability
insurance Claims? ........ooooivieieeiiiee e | IN/A

c. Do any of the other facilities have any open state findings related
to instances of actual harm and/or immediate jeopardy (G or

[]
I N e N R A e N e

RIGRET)? .ot L INnaA ]
d. Is the parent of the operator a participant in 50+ residential healthcare

FACIIITIOS? «vveeeeeireiee ettt ee e e eerta e e eeaereeeesaateeeeeeenasssnsnnnes [ ]
e. Does the parent of the operator carry one Professional Liability

Insurance policy for its residential healthcare facilities? ...........cccccce....e. [ ]

f. Does the parent of the operator carry multiple Professional Liability
Insurance policies for its residential healthcare facilities? .........c............. [ ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated; however, for “e” and “f” only, evidence of mitigation will not be
required (HUD only requires an explanation of the insurance). Example: Other Facilities:
XXXXX identified XX other facilities it owns, operates, or manages in addition to the subject
facility. PLI Insurance: XXXXX identified XX facilities that are carried on the same PLI policy
as the subject project. Other facilities of the parent of the operator are covered on XX separate
PLI policies.>>

Program Guidance: Handbook 4232.1, Section II Production, Chapter 8.8.

Financial Statements
The application includes the following financial statements for the parent of the new operator:

Year-to-date: <<dates for start and end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>
Fiscal year ending: <<date — end of period>>
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567
568
569
570
571
572
573
574
575
576
577
578

579

580
581

582
583
584
585
586

587

588
589
590
591
592
593
594

Key Questions
Yes No

1. Are less than 3-years of historical financial data available for the parent of
the NIEW OPETALOT? ....ciiceiiieiieeeiieeeee e ee e e tte e te e e ste e e s tee e saeesssaeeesasaessneeesennnnns [ ] [ ]
[]

2. Are the financial statements missing any required information or schedules?

3. Do the Aging of Accounts Payable schedules show any material accounts
payables (amounts in excess of 5% of effective gross income) over 90 days? | | [ ]

4. Did your review and analysis of the financial statements indicate any other
material concerns or weaknesses that need to be addressed? ......................... [ ] [ ]

<<If you answer “yes” to any of the above questions, please identify each risk factor and how it
is mitigated below. The Accounts Payable and Accounts Receivable analysis provides
information regarding an entities collection and payment practices, policies, and potential risks
to the new project. Discuss your analysis of these issues and how the lender determined they are
an acceptable risk. >>

General Overview

<<Provide Narrative and analysis of financial statements as appropriate. In addition to the Key
Questions above, working capital should be discussed along with the general financial stability
and strength of the entity.>>

Net Income Analysis
Net Income*

In total $
20XX 20XX 20XX YTD
(Indicate time frame)
$ $ $

*before depreciation, amortization, and any other non-cash expense

<<Provide an explanation of any Net Losses or declining Net Incomes for the year to date and
last three fiscal years, as applicable.>>

Conclusion

<<Provide narrative discussion of lender’s conclusion and recommendation. For example:
“The parent of the new operator entity has demonstrated an acceptable financial and credit
history as discussed in our analysis of their financial statements and credit history above. The
parent of the new operator has the experience to continue to successfully operate this facility.
The lender recommends this parent of the new operator for approval as an acceptable
participant in this transaction.”>>
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596

597
598

599
600
601
602

603
604

605

606

607
608
609
610
611
612

New Management Agent (if applicable) ©

Name:
Relation to borrower: <<Owner Managed/IOI Entity/Independent/Other>>

Principals/officers:

Key Questions
Yes No
1. Does the new management agent have experience managing other HUD-
INSUTEd PIOPEITIES? ...viiieiieeeiieeeiieeeieeeeteeeere e e ete e s eree e e aeeeebeeesbeeesabeeeeennnneneeas [ ] [ ]
a. Has the agent received any “unsatisfactory” management reviews from

HUD? et eeeee et e e ses s e sese e seseseesesasesseeaseseeneeesessasenes [ ] [ ]

b. Have any managed, owned, or operated properties received REAC

scores lower than 607 .........cccoviiieiiiieieeiee e e e [ ] [ ]
2. Does the new management agent have less than 3-years of experience
managing similar Properties? .........ccccceeceerierrieeneenieeseesreesre e esreesreeesenee s ] ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.

Previous HUD Experience

Project
Project Name Project City State Type of Facility

New Management Agent’s Duties and Responsibilities

<<Briefly describe the new management agent’s duties and responsibilities (i.e., will the new
management agent control the operating accounts; contract for services; recruit, select or train
employees; take responsibility for the management of the functional operation of the facility or
the execution of the day-to-day policies of the facility; etc.). Also describe the nature of the
management agent’s compensation and how it was calculated.>>
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614
615
616
617
618

619

620
621
622
623
624
625

626
627
628
629

630

631
632

633
634
635
636

Experience/Qualifications

<<Provide a narrative description of experience and qualifications. Discussion should
highlight direct experience and involvement in other HUD transactions. This section should
clearly demonstrate the expertise to successfully manage the facility and meet the obligations of
the management agreement.>>

Credit History

Report Date: <<within 60 days of submission>>

Reporting Firm:

Score:

<<Provide an explanation of the credit score in terms of risk level (i.e., low, medium, or high).
Also, if the score is evaluated numerically, explain what value the credit agency places on the
score. >>

Key Questions
Yes No

1. Does the credit report identify any material derogatory information not
Previously diSCUSSEA? .....c.eevieiiiiiiieiiieeieet ettt ] ]

2. Does the lender have any concerns related to their review of the credit

12 10) i I SO PO PUUPPPPPPRRN D D

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.> >

Other Facilities Owned, Operated or Managed

Key Questions
Yes No

1. Does the new management agent own, operate, or manage any other
FACKIITIOS? wvveeeeiieee ettt eeerae e e eetae e e e eeaareeeeensaareeeeeeeeeennns [ ] [ ]

a. Do any of the other facilities have pending judgments; legal actions or

suits; or, bankruptcy claims? ........ccccceeeviiieeiieeeiieeeee e L INnaA ] [ ]
b. Do any of the other facilities have any open professional liability
INSUrance ClaimsS? ........ooooeviiiiiiiiiiieeeieeee e e e e eeeeeeeannes N ] [ ]

c. Do any of the other facilities have any open state findings related
to instances of actual harm and/or immediate jeopardy (G or

RIGRET)? e INnA ] [ ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. Example: Other Facilities: XXXXX identified XX other facilities it
owns, operates, or manages in addition to the subject facility.>>
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638

639
640

641
642
643
644
645
646
647

648
649

650
651

Program Guidance: Handbook 4232.1, Section II Production, Chapter 8.8

Past and Current Performance
Indicator Findings
Billing <<acceptable>>

Controlling operating expenses
Vacancy rates

Resident turnover

Rent collection and accounts receivable
Physical security

Physical condition and maintenance
Resident relations

<<Provide narrative support for review and finding. For example: “Based on interviews with
the principals of the new borrower and new management agent, as well as a review of the
management policies and procedures, the Lender has concluded that the new management agent
has demonstrated acceptable past and current performance with regard to all of the above
indicators.”>>

Management Agreement

Date of agreement:

Agreement expires:

Management fee:

Key Questions
Yes No

1. Does the agreement insufficiently describe the services the agent is
responsible for performing and for which the agent will be paid management

FOOS? et e et e e e eate e e eeeare e e e e eeeeeeeaeeenanranes [ ]

2. Does the agreement fail to state that the management fees will be computed
and paid according to HUD requirements? ........c...cceceeveerruerneenseeeneenseeenneenns [ ]

L1 O]

3. Does the agreement fail to state that HUD may require the owner to
terminate the agreement without penalty and without cause upon written
request by HUD and contain a provision that gives no more than a 30-day
Notice Of terMINATIONT ......cccvviieeiiieeeeeireeeeeree e e eeerreeeeeireeeeeeeeeeeeeeennnnnns [ ]

[]

4. Does the agreement fail to state that HUD’s rights and requirements will
prevail in the event the management agreement conflicts with them? ........... [ ]

]

5. Does the agreement fail to state that the management agent will turn over to []

Previous versions obsolete Page 26 of 40 Form HUD-92266-ORCF (03/2018)




652
653
654
655

656

657
658
659
660
661
662

663

664
665
666
667
668

669

670

671
672
673
674
675
676
677
678
679

Yes No

the owner all of the project’s cash trust accounts, investments, and records
immediately, but in no event more than 30 days after the date the
management agreement is terminated? ........cc.ccooceeereeriieeriernieniieenie e e

6. Does the agreement exempt the agent from gross negligence and or willful

00 VT (o) 0 L6 L1 Lol SRR UU P T PP D D

7. Is the Form HUD-9839-ORCEF inconsistent with the Management
F N e 1<) 11 1<) 11 PP P PP POPPPPPPPPPP D D

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated. >>

Management Certification

<<Provide narrative review. For example: “The form HUD-9839-ORCF, Management Agent
Certification, provided in the application package indicates a management fee of XX percent of
the residential, commercial and miscellaneous income collected, which is in line with industry
standards for projects of this size. The term of the agreement is for XX-years. The stated fee and
term match those stated in the management agreement.”>>

Conclusion

<<Provide narrative discussion of lender’s conclusion and recommendation. For example:
“The management agent has demonstrated an acceptable credit history and has the experience
to continue to successfully manage this facility. The lender recommends this management agent
for approval as an acceptable participant in this transaction.”>>

Operation of the Facility © ®

Administrator

Name:

Employed by: <<Name of entity who employs/pays administrator>>
Facility Start Date: <<Date started at this facility as Administrator>>

<<Narrative description of experience and qualifications - For example, “{Administrator} has
been a licensed administrator since XXXX. Her current Residential Care Administrator’s
license No. XXXXXXX expires XXXXX. It was issued by XXXXXX in the State of XXXX. Her
experience includes... Since arriving at the facility, XXXX has helped to increase the revenues
and profitability of the project, as evidenced by the increasing effective gross income and net
operating income (NOI). XXXXX is well qualified and has demonstrated her ability to act as
Administrator for the subject facility.”>>
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682

683
684

685
686
687
688

689

Operating Lease

Program Guidance: Handbook 4232.1, Section II Production, Chapter 8.6, Operating Lease
Requirements

Date of Agreement:

Current Lease Term Expires:

Description of Renewals:

Current Lease Payment:

Major Movable Equipment
Current Ownership: <<Borrower/Operator>>

Post Closing Ownership: <<Borrower/Operator>>

Key Questions

Yes No
1. Will the facility be subleased (master 1€ase)? .........cccceceeveervierreeriieeneenieeenn. D D
At closing, will the lease have a term that expires within 5 years with no
lease renewal options (see guidance below)? .......cccccevvvieiriieeeiiniiiieeeenneinnen. ] ]
3. Does the lease contain any non-disturbance provisions? ............cccceeeeevrueennn. [ ] [ ]
4. Does the lease require the new borrower to escrow any funds other than
those associated with this 10an? ...........cceoovviiiieiiiiiicce e D D
5. Are there proposed changes to the current operating lease? ..........cccceceeeuuennne ] ]
6. Has the lender recommended any special conditions concerning the lease? .. | | ]
7. Does the current lease payment need to be increased to provide sufficient
debt coverage for the mortgage payment, MIP, other insurance premiumes,
taxes, reserves, Or IMPOUNAS? .......cccceevuereerrerriententeeiteneesrereeereeesreessneessneeeane ] ]

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.>>

Program Guidance: Lenders need to provide HUD with information in their application
regarding any changes to the operator that will occur within the next 5 years. This plan of
action is needed to ensure that the quality and experience of any potential new operator will be
comparable or better than the current operator. For assisted living facilities (ALFs), it is
important to re-emphasize that operators need to be experienced and have a proven track record
with the operation, marketing, and lease up of ALF facilities. The 5- year lease expiration issue
does not apply to lessees that have lease renewal options.
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691
692
693
694
695
696
697
698

699
700
701
702
703
704
705
706
707

708

709
710
711
712

713

714
715

Lease Payment Analysis

The lease payments must be sufficient to (1) enable the borrower to meet debt service and
impound requirements; and (2) enable the operator to properly maintain the project and cover
operating expenses. The minimum annual lease payment must be at least 1.05 times the sum of
the annual principal, interest, mortgage insurance premium, reserve for replacement deposit,
property insurance, and property taxes.

The lender has prepared an analysis demonstrating the minimum annual lease payment.

a. Annual principal and interest $
b. Annual mortgage insurance premium

c. Annual replacement reserves

d. Annual property insurance

e. Annual real estate taxes

f

Total debt service and impounds $

g. Minimum annual lease payment $

<<Compare the minimum annual lease payment to the current lease payment. If the lease
payment needs to increase, add the following language: “The lease payment must be increased
to $XX per year ($XX per month). The lender has included a special condition to the firm
commitment requiring the lease payment be revised to meet or exceed this minimum.” If the
lease payment does not need to increase, add the following language: “The current lease
payment is sufficient. The recommended annual lease payment also provides the operator with
an acceptable profit margin.”>>

Responsibilities
<<Provide a description of the responsibilities of the Lessor and Lessee under the terms of the

lease with regard to the following: payment of real estate taxes, maintenance of building,
capital improvements, replacement of equipment, property insurance, etc.>>

Master Lease

Program Guidance: Handbook 4232.1, Section II Production, Chapter 13. It is the Lender’s
responsibility to read the handbook chapter and provide HUD with a full set of documents for
review of the proposed master lease structure.

Key Questions

Yes No
1. Are three or more projects (or two projects with an aggregate total mortgage
loan amount greater than $15 million) being submitted to HUD that are
under common control or have the same ownership? .........cccccecceevrieeiniieennnnns [ ] [ ]
2. Have projects under common control or with the same ownership applied for L] L]
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717
718
719

720
721
722
723
724
725
726
727
728
729
730
731
732
733

734

735

736

Yes No

mortgage insurance or a change of ownership within the past 18-months OR
will projects under common control or with the same ownership apply for
mortgage insurance or a change of ownership within the next 18 months? ...

3. Is the parent of the operator the same for all of these projects? ......... N ] [ ]

If you answered “yes’ to all three questions, a master lease or master lease alternative is
required.

Key Questions Yes
1. Is a new master lease proposed for the subject project ?.........ccccevveivieriveenns ]
2. Will the subject project be joined to an existing HUD master lease? ............. ]

3. Do the new borrower principals currently participate in any other HUD
INASTET JEASES? o.eeieieee ettt e ettt e ceerre e e ee e e e e e eareeeeeeasaeeeeesasaeeeeenssaeeennnnns [ ]

4. Does the new parent of the operator currently participate in any other HUD
INASTET LOASES? o.vevvieeeeiieeee e ettt eeeree e eerre e e eeareeeeennarereeeeeeeeeeeens L INnA ]

L] O DL #

<<Provide a narrative describing the terms and conditions of the master lease, proposed
payments to and from the master tenants, lease agreements between the new borrower, master
tenant, and subtenants, the flow of funds from the subtenants to the master tenant and the new
borrower (including the AR lender, if applicable), and any waivers or requests for modification
to standard requirements.

If the subject is being joined to an existing master lease, list projects with project numbers
already included in the master lease.

Describe any other HUD master leases the principals of the new borrower or parent of the

operator are party to, list projects with project numbers, and indicate the HUD lender who is
party to the lease(s).>>

Accounts Receivable (A/R) Financing ©

Program Guidance: Handbook 4232.1, Section II Production, Chapter 15.

AR Lender:
AR Borrower

Maximum Loan Amount:

Interest Rate:

Current Balance:

Current Maturity Date:
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737 Key Questions

Yes No

1. Does the project currently have AR financing, or will a new loan be added

as part of this tranSaCtioN? .........ccccecceeeiieeiieeiiecieecee et aeeaee s D
2. Does the AR loan require any guarantees from the new borrower, new

operator, parent of the new operator, or any of those entities’ principals? ..... ]
3. Are the guarantors guaranteeing performance on any other AR loans? ......... ]

Does the AR loan involve multiple facilities or borrowers ? ........c..cccceeveenenne ]

a. Does the AR loan involve any non-HUD-insured properties? ................. [ ]

b. Is the subject being added to an existing AR line that has already been
reviewed/approved by HUD? ......ccciiiiiiiiiiiiecieceeeeeeeee e [ ]
5. Is there an identity of interest between the AR lender and the AR borrower? [ ]

6. Is there a conflict of interest between the AR lender and the new borrower or
its principals (as defined in Handbook 4232.1, Section II Production,
Chapter 15.4.E 0T itS SUCCESSOIS)? ...vieevieeeireeerieeerueeesseeesseeesnrseeeeesssssseeesenns [ ]

7. Does the maximum AR loan amount exceed 85% of the Medicaid,
Medicare, and other governmental accounts receivable less than 121 days

O1A? ettt ettt ettt e et et e et n ettt ee et eeeeeeeeeenenaeaes [ ]

8. Of the total Medicaid, Medicare and other governmental accounts receivable

less than 121 days old, are more than 30% over 90 days old? ........... L INnA ]
9. Does the AR lender have less than 3 years of experience providing AR

FINANCING? onvieeeeieeeeee ettt sttt sae et e s e e saeenaesaneens [ ]
10. Is the AR borrowing base not monitored by the AR lender on a regular basis

(e.g., daily, weekly, or monthly)? ......ccccoeciriiiniiiiiinieeeeeeeeeeee e ]
11. Are the new borrower or new operator out of compliance with any business

agreements or loan covenants (i.e., in default on those agreements, not

current on financial sSubmissions, €tC.)? ......cccccevieriiirierriieneeeeee e ]
12. Is the AR loan being syndicated or participated? ........c.cccccceervveieriveeerineennnne ]
13. Does the Intercreditor Agreement (ICA) propose additional obligations

beyond those allowed as the types of AR Loan Obligations that may be

secured by project collateral? ..........cccooceeeeeriieriienieeeere e ]
14. Does the ICA propose loan extensions or interest rate changes? ................... ]

15. Does the ICA include any cross-default or cross-collateralization
PIOVISIONIS? eiiiiiiiiiiiiiiiitteeeeereeiiittteeeeesesseaanrteeeeeeessssssseraaaeesssssessansssnnnnsnnnnnnsns D

16. Does the ICA identify a flow of funds inconsistent with the cash flow chart? [ |

s e N e e N e e e B [ N [ R |

738

739 <<For each “yes” answer above, provide a narrative discussion regarding the topic. For

740  projects being added to an existing HUD-insured AR line, provide specific information on when
741 the AR line was originated (date), when documents were reviewed/approved by HUD, which
742 HUD OGC field office performed the review, and provide a listing of projects participating in
743  the line (project name and FHA number). >>

744
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746
747
748
749
750
751
752
753
754
755

756
757
758
759
760

761

762
763
764

765

766
767
768
769

Terms and Conditions

1. Describe the borrowing base formula (e.g., XX% of the AR borrowers accounts receivable up
to 120 days):

2. Describe term and renewal options:
3. Describe the rate applied to the used and unused portion of the AR loan:

4. Other fees (i.e., financing fees, late payment fees, etc.):

Mechanisms for Operator receipts, disbursements and control of operator funds:
<<Describe the flow of all funds, into and out of accounts. Describe how deposit accounts are

controlled (e.g., number of controlled accounts, hard or springing lockbox, daily sweeps, etc.).
Attach cash flow chart.>>

Collateral/Security

<Provide narrative description of the AR lender’s collateral/security. Explain any unsecured
AR financing.>>

Permitted Uses and Payment Priorities

<<Provide descriptions of the permitted uses of the AR loan funds in order of priority. For
example: (1) debt service incurred in connection with the AR loan; (2) operating costs; and
(3) distributions to the operator’s shareholders. >>
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770 Financial Analysis

771
772 Borrowing Base Analysis
773 (Double click inside the Excel Table to add information)
Calculations as of: DATE{of AR aging report submitted with application materials)
0-90 days 91-120days  121-150 days 151+ days
Medicare $ - $ - % - 3 -
Medicaid - - - -
COther Govt - - - -
Subtetal 5 - 3 - % - % -
Commercial
Frivate*
Total 3 - 5 - % - 9 -
inclusion of P ivateP ayrecevables requires waiver approval
#DIVIo! , L ,
Medicare, Medicaid, Cormrercial AR aged 90-120 days
N AR Loan Avalable
(poirt intirre baesd onBorrowing Basedescribal in AR loandoormats)
$ AR Loan Amount
ifromboan &ogregrat)
774
775

776 Historical AR Loan Costs

777  <<lIfthere is an existing AR loan that is not yet approved by HUD, provide a financial analysis
778 that explains how the cost of the AR loan has been factored into the NOI calculation. Complete
779 the Historical AR Loan Costs table.>>

780

Previous versions obsolete Page 33 of 40 Form HUD-92266-ORCF (03/2018)



781
782

783
784

785

786
787
788
789
790
791
792

793
794
795
796
797
798
799

800
801
802
803
804

805
806
807

Historical AR Loan Costs
(Double click inside the Excel Table to add information)

YTD specify | 20XH-200HX
20X Z0XX 20X months Ay erage LA

Proposed AR Loan Costs

<<If the AR borrower is obtaining AR financing for the first time, provide a financial analysis
that demonstrates that the AR borrower has sufficient financial capacity to pay all projected
operating expenses, AR financing costs and loan payments, and all rent or debt service
payments. The analysis must assume the maximum AR loan amount to stress test the AR
financing based on the lesser of the operator’s 12-month trailing operating statements.
Calculate the impact on the borrower’s debt coverage after payment of the AR loan expenses
and payments.>>

Assuming the $ maximum AR loan limit, an annual interest rate of %, and that the
entire amount is outstanding for the year, the maximum annual interest expense would be

$ . In addition to the interest, the other associated fees are the fees <<list types of
fees>>, that total $ per year for the same assumed balance. An analysis of the operator’s
12 month trailing financial statement (Month 20XX — Month 20XX) is below:

12-Month Trailing Operating History

Operating revenue $
Less: Operating expenses

Net operating income (NOI) $
Annual P&I + MIP $

AR fee: Interest
AR fee: Other

Total annual mortgage & AR debt service $
DSCR including AR
The transaction assumed an NOI of $ . The 12-month trailing NOI is $ . The annual
debt service including the MIP amount is $ per year. Adding the AR fees equates to a total
mortgage and AR debt service expense of $ per year. This equates to prospective

debt service coverage.

<<If multiple HUD-insured facilities have access to the AR loan, repeat the analysis above with
the consolidated revenues and expenses for all those facilities.>>
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809
810

811

812
813

814

815

Recommendation
<<The lender recommends approval of the AR loan.>>

Insurance @

Professional Liability Insurance (PLI) Coverage

Program Guidance: Handbook 4232.1, Section II Production, Appendix 14.1

Name of insured: ..................

Insurance company: ..............

Rating: .....ccoevvuvivvveeeeeeenennnnn. Rater:

Insurance company is licensed
in the United States: .............

Statute of limitations: ...........

D Yes D No

Current coverage: ................. Per occurrence:

Aggregate:

Deductible:
Policy Basis: ....ccccceevveeennnnenn. || Per occurrence

Current Expiration: ...............

|| Claims made

Retroactive Date: ...t

Policy Premium: ...................
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Summary of Six-Year Loss History for
New Operator or its Parent of Operator

Total claims
Total claims paid  paid under this Total bed count
under this policy  policy covered under Dollars paid in
Year (dollars) (no. of claims) the policy claims per bed
1
2
3
4
5
6
Total/average

816

817 Key Questions
Yes
1. Isless than 6 years of loss history available? ..........ccccccoeviiiiiiiiiiiiiieieieeens
Does the loss history indicate any professional liability claims over $35,000?
3. Does the loss history or potential claims certification indicate any uncovered
ClAIIMIS? ettt sttt et et s e e b e e b e s
4. Does the insurance policy cover multiple properties? ............ccocceevecveerrrveenne

5. Does the loss history or potential claims certification indicate any claims

that would exceed the per occurrence or aggregate coverage limits at the
FACHIIEY? ettt ettt e et e s ba e e e aeae

6. Has the facility been covered by a “claims made” policy at any time during
the statute of limitations for the State in which the facility is located? ..........

7. Is the policy funded on a “cash front” basis? ........cccceeeevieevienvieeiieniecieeeeeen.

8. Is an actuarial study applicable (self-insurance)? (If yes, discuss results
BDEIOW.) .ottt ettt et et a e et e e et e e e araeennaees

9. For all facilities Owned, Operated or Managed by the new operator and/or
parent of the operator, are there any surveys/reports that have open G-level
or higher citations outstanding? (As appropriate, provide a complete
ANALYSIS Of tRE SUIVEYS.) ..ueeveviecrieerieeirieeieecieesteecteesireesaeeseeeseesssesnssaeesnsvaeesnns

N T O N B B O
T T O B B -

[]
[]

10. Are any entities that provide resident care (as discussed in the Provider
Agreements and Resident Care Agreements/Rental Agreements) not covered
DY the PLI POLICY? ..uviiiiieeieeeeecete ettt see e vee st e e te e s sate e e saae e e e e

11. Are there any PLI issues that require special consideration? .........................

LI
LI

818
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838
839

840

841
842
843
844
845
846
847
848

849

850
851
852
853
854
855
856
857

858

859
860
861

<<For each “yes” answer above, provide a narrative discussion on the topic describing the risk
and how it will be mitigated.

Example: 1.Multiple properties: The lender notes that the professional liability policy is a
‘blanket’ policy covering XXX facilities, including the subject...{address potential impact of
other facilities on the subject’s coverage}

Example: 2.Less than 6-year loss history: The claims history reports were examined for the
period XX through XX. The lender determined that there were no professional liability XX
claims during that period... {Address claims and sufficiency of coverage, etc. based on history}.

Example: Claims made coverage: The project’s previous professional liability insurance
coverage was a “claims made” form policy with XXXX, which expired XXXX, when the current
policy was put in place. In XXXX the borrower purchased a “nose coverage” policy which is
the coverage needed when going from a “claims made” form of insurance to a “per occurrence”
form of insurance. The premium for this “nose” coverage liability was a one-time charge and
was paid in XXX. Because of that additional insurance coverage, the insurance expense for
XXXX was substantially higher than the current expense. The current “per occurrence basis”
insurance policy covers the entire statute of limitations. The project’s professional liability
insurance is in compliance with HUD’s requirements. >>

Lawsuits

<< Identify all potential or expected professional liability insurance (PLI) claims in excess of
$35,000 that have been or may be filed for all periods within the statute of limitations for the
state where the claim occurred. Identify any reserves held for potential claims. Discuss the risk
associate with each potential PLI claim. Discuss how that risk is mitigated. Describe the
circumstances, identify the potential award amount, provide evidence and analysis showing that
the suits are covered by PLI insurance, and if the insurance is not sufficient, does the insured
demonstrate adequate funds to cover the potential excess? Describe any other information that
mitigates the risk.

As applicable, discuss other types of lawsuits (non-PLI) and describe the potential risk related to
the party’s participation in the proposed project. Discuss how that risk is mitigated. If the suit
is closed, does it contribute to a pattern? Does it materially affect the party’s ability to
participate in the project? If not closed, describe the circumstances, identify the potential award
amount, provide evidence and analysis showing that the suits are covered by insurance (general
liability), and if the insurance is not sufficient, do they demonstrate adequate funds to cover the
potential excess? Describe any other information that mitigates the risk.>>

Commercial General Liability Insurance

<<Provide narrative discussion of policy coverage for bodily injury, property damage and
personal injury. For example: General liability insurance will be provided by XX. The
underwriter has confirmed estimates of the cost and coverage for underwriting and will re-verify
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this information prior to closing. The insurance coverage will comply with HUD requirements
prior to closing.>>

Recommendation

<<Provide narrative recommendation regarding acceptability of professional and general
liability insurance. For example: “The new borrower’s professional and general liability
insurance was analyzed in accordance with Handbook 4232.1, Section II Production, Chapter
14 and Appendix 14.1. The property has XX current potential (threatened) insurance claims at
this time as reflected on the certification provided by the borrower. It is {lender’s} opinion that
the information provided above and in the application sufficiently demonstrates that the existing
professional liability coverage meets HUD’s requirements and that the risk from professional
liability issues is sufficiently addressed. No modifications to the current coverage are
recommended.”> >

Property Insurance

<<Provide narrative discussion of policy coverages as applicable, including property damage,
ordinance and law coverage, and boiler and machinery/equipment breakdown insurance. For
example: “Property insurance will be provided by XX. The lender has confirmed estimates of
the cost and coverage for and will re-verify this information prior to closing. The insurance
coverage will comply with HUD requirements prior to closing.”>>

Fidelity Bond/Crime Insurance Coverage

<<Provide narrative discussion of fidelity bond/crime insurance coverage. For example: “The
current insurance policy reflects fidelity (crime) insurance with the limit of $XX and $XX
deductible. The HUD requirement for at least two months potential gross income receipts would
total $XX. The current level of coverage is sufficient for this project.” If not sufficient,
recommend commitment condition.

Additional Insurances

Additionally, information for the following additional insurance coverages as applicable:
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907

908

9209
910
9211

Amount of

Type of Insurance Coverage Deductible Narrative discussion of coverage
Director’s and officer’s | $ $
liability coverage

Commercial auto $ $
liability coverage

Business income $ $
coverage

Earthquake insurance | $ $
Sinkhole/mine $ $
subsidence insurance

Windstorm coverage $ $
Flood insurance $ $

Circumstances that May Require Additional Information (e.g.,

secondary financing) © @

In addition to the information required in this narrative, HUD may require additional information
from the lender to accurately determine the strengths and weaknesses of the transaction. If
additional information is required, the questions will be included in an appendix that

accompanies the narrative.

Special Conditions ©®

<<List any recommended special conditions. If none, state “None.”>>

1.
2.

Conclusion ©®

<<Provide narrative conclusion and recommendation.> >

Previous versions obsolete

Page 39 of 40

Form HUD-92266-ORCF (03/2018)



912

913
914
915
916
917
918
919
920
921
922
923
924
925
926
927
928
929
930
931

932

933

Signatures 0

Lender hereby certifies that the statements and representations of fact contained in this
instrument and all documents submitted and executed by lender in connection with this
transaction are, to the best of lender’s knowledge, true, accurate, and complete. Lender further
acknowledges that any material changes to this transaction subsequent to the submission date
may void this transaction in its entirety. This instrument has been made, presented, and
delivered for the purpose of influencing an official action of HUD and may be relied upon by
HUD as a true statement of the facts contained therein.

If the above transaction(s) is/are approved by HUD, the Lender agrees to execute any and all
documents, including a Release and Assumption Agreement and/or a Security Instrument
Modification Agreement. It is understood that the Lender’s consent to this transfer will in no
way prejudice its rights under is contract of insurance with HUD.

<<REQUIRED FOR SECONDARY FINANCING WHEN A LIEN IS BEING PLACED
AGAINST THE PROJECT. Lender hereby consents to the creation of a subordinate lien against
the Project in connection with the transfer. Lender waives its right to assign the Security
Instrument and claim insurance benefits by reason of the creation of such lien(s).>>

Lender:
HUD Mortgagee/Lender No.:

This report was prepared by: Date This report was reviewed by: Date
<<Name>> <<Name>>
<<Title>> <<Title>>
<<Phone>> <<Phone>>
<<Email>> <<Email>>
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